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Abstract 
It can be observed from the present literature and the data that India’s exports as well as imports, measured in US Dollars, have 
steadily increased over the past 23 years. However, the rate of increase has fluctuated from year to year, a couple of times being 
negative. Trade balance has mostly been in the negative. Literature Review points out the several reasons for the trade 
movements, of which this paper attempts to consider the three major reasons viz India’s complying with the WTO agreement and 
reducing its trade barriers and globalising in the true sense; depreciation of Rupee vis-a-vis US Dollar, thereby swelling the 
import bill while also raising the exports; and the recent global crisis namely the US sub-prime mortgage crisis, the European 
debt crisis. Japan too has been in a liquidity trap and perpetual recession for the past many years while UAE, our trading partners 
have had a political turmoil. Although the South-east Asian miracle countries achieved their goals by following the outward 
orientation model, going forward, various countries especially India, will need to choose between the ‘inward-looking’ approach 
to economic development and the ‘outward orientation’.  Inward-looking approach is more likely to help India achieve the much-
desired inclusive growth and uplift the masses at the bottom of the pyramid thereby reducing the sharp contrasts between the rich 
and poor leading India on a true ‘development path’, not just high growth trajectory. Needless to say, economic well-being is the 
stepping stone towards social development. 
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1. Introduction 
It is evident from the literature available, specifically books on Indian Economy, that India was a closed economy 
till the 1980s and attempted to attain growth and development through import substitution rather than export 
promotion, which is known as the ‘inward-looking approach’. Subsequently India had to open up to foreign 
competition and adopt the outward-looking approach wherein we allowed freer imports while boosting and 
incentivizing exports. But once again time has come to re-consider the anti-thesis of the retrogressive protectionist 
environment. There seems to be a gap in the literature in the various developmental models various countries have 
followed successfully, and the need of the present turbulent times. With most crisis-hit countries, including the US 
adopting protectionist measures, others too may follow suit. 
 
The present paper attempts to trace the causes of fluctuations in India’s exports and imports, connect them with 
Rupee depreciation over the years and offer recommendations to ease the problem of rising trade deficit.  
2. BoP Crisis of 1991 and the LPG Model 
India faced a Balance of Payment crisis with its foreign exchange reserves dwindling down to as low as $ 2.2 Bn by 
1991, barely adequate to cover a week’s imports. This was a result of the fiscal imbalance, fragile BoP situation and 
mounting inflationary pressures. India’s revenue deficit had increased from 0.2% of GDP in 1981-82 to 3.3% in 
1990-91 while the debt to GDP ratio had gone up from 35% of GDP in 1980-81 to 49.8% in 1990-91. This was due 
to huge and rising government expenditure and an unjustifiably low tax structure. Our Current account deficit 
increased from 1.35% of GDP to 3.69% in 1990-91. This growing CAD had to be financed by borrowing from 
abroad, raising India’s external debt from 12% of GDP to 23% in 1990-91. The mounting strains of the 1980s 
stretched to a breaking point in 1991 due to the Gulf crisis. BoP was close to disaster in 1991, the level of forex 
reserves dropped to $ 2.2 Bn, unable to finance even a week’s imports!  
 
The government could avert a default only by using last-resort measures, such as using stocks of confiscated gold to 
obtain foreign exchange, borrowing under special facilities from IMF. In return, IMF and other advanced donor 
countries, especially USA, imposed certain conditions on India. In compliance with these conditions and in response 
to the 1991 crisis, government introduced economic policy of two mutually complementary strands: macroeconomic 
stabilization and structural reforms. The former involved returning to low and stable inflation and sustainable BoP 
and fiscal situation. The latter involved trade and capital flows reforms, industrial deregulation, public sector 
reforms, disinvestment and financial sector reforms. This later came to be popularly known as the New Industrial 
Policy 1991, leading to the ‘LPG’ (Liberalisation, Privatisation, Globalisation model with which the Indian 
economy took a U-turn and set out on a high-growth trajectory.  
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3. Globallisation 
Globalisation in India is generally taken to mean integrating the country’s economy with world economy. This 
implied opening up the economy to FDI by providing facilities to foreign companies to invest in different fields of 
domestic economic activity; removing constraints and obstacles to the entry of MNCs; allowing Indian companies to 
enter into foreign collaborations and encouraging them to set up joint ventures abroad; carrying out massive import 
liberalisation by switching from quantitative restrictions to tariffs leading to transparency and reducing import duty; 
opting for exchange rate adjustments to raise exports, rather than a plethora of other export incentives. 
 
Table 1 below gives data from 1991-92 till date about India’s exports, imports and trade balance in UD Dollars. One 
can see that both imports and exports increased steadily, but the trade deficit remained persistently, indicating that 
imports increased faster than exports. As a result of the 1991 policy, imports increased by 12.7% while exports 
increased only by 3.8% in 1992-93, indicating the inability of the domestic industry to take the foreign competition 
head-on immediately when the floodgates were opened to foreign goods, services, technology and capital. In 1994-
95 imports increased by a huge 22.9%, but exports too came close with a 18.4% increase. In late 1990s there was the 
South East Asian countries’ currency crisis when there was sudden out flight of capital from these countries. 
Although India was not affected directly by this crisis, is did have an impact on growth in India’s foreign trade – 
growth rate of both imports and exports went down to single digits while exports actually declined by 5.3% in 1998-
99. The first two years of the new 21st century almost saw a double-digit growth rate in India’s exports and imports 
as the after-effects of the crisis subsided.  
 
Table 1. India’s exports, imports, trade balance, growth rates and exchange rate movements. 
 
Years Exports 
(USD Mn) 
Imports 
(USD Mn) 
Trade Balance 
(USD Mn) 
% Change 
Exports 
% Change 
Imports 
Exchange Rate 
of Re Vs USD 
1991-92 17865 19411 -1546 -1.5 -19.4 24.474 
1992-93 18537 21882 -3345 3.8 12.7 30.649 
1993-94 22238 23306 -1068 20.0 6.5 31.366 
1994-95 26330 28654 -2324 18.4 22.9 31.399 
1995-96 31797 36678 -4881 20.8 28.0 33.449 
1996-97 33470 39133 -5663 5.3 6.7 35.499 
1997-98 35006 41484 -6478 4.6 6.0 37.165 
1998-99 33218 42389 -9171 -5.1 2.2 42.071 
1999-2000 36822 49671 -12849 10.8 17.2 43.333 
2000-01 44076 49975 -5899 19.7 0.6 45.684 
2001-02 43827 51413 -7587 -0.6 2.9 47.692 
2002-03 52719 61412 -8693 20.3 19.4 48.395 
2003-04 63843 78149 -14307 21.1 27.3 45.952 
2004-05 83536 111517 -27981 30.8 42.7 44.932 
2005-06 103091 149166 -46075 23.4 33.8 44.273 
2006-07 126414 185735 -59321 22.6 24.5 45.285 
2007-08 163132 251654 -88522 29.0 35.5 40.261 
2008-09 185295 303696 -118401 13.6 20.7 45.993 
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2009-10 178751 288373 -109621 -3.5 -5.0 47.417 
2010-11 251136 369769 -118633 40.5 28.2 45.577 
2011-12 304624 489181 -184558 21.3 32.3 47.919 
2012-13 
Apr-Dec 
214100 361272 -147142 -5.5 -0.7 54.492 
 
Reference: Economic Survey, 2012-13   WTO Compliance 
 
The General Agreement on Tariff and Trade (GATT) was established in Geneva in 1948 to pursue the objective of 
free trade in order to encourage growth and development of all member countries. In the 8th round of GATT – the 
Uruguay round, negotiations were to be concluded in 4 years, but due to differences among participating countries 
on certain critical areas eg agriculture, TRIPs (Trade Related Aspects of Intellectual Property Rights), textiles, anti-
dumping measures, agreement could not be reached. To break this deadlock, Mr Arthur Dunkel, Director General of 
GATT compiled a detailed document, popularly known as the ‘Dunkel Draft’ which became the Dunkel Act in 1993 
and India signed the agreement along with 117 other nations on 15 Apr 1994. India was to reduce the basic duty by 
30% over 6 years, which it did.  
 
Towards the end of 1994, USA proposed a new ‘Social Clause’ under which they would levy a countervailing duty 
on imports from developing countries aimed at offsetting the low labour costs prevailing there. But this would blunt 
the developing countries’ major competitive advantage. The World Trade Organisation (WTO) as contained in the 
final Act was established on 1 Jan 1995 and India became a founder member of WTO, although the GoI was not 
able to get Parliament’s approval right away. Under the Uruguay round Agreement, India offered to, and 
scrupulously reduced tariffs on capital goods, components, intermediate goods and raw materials to 40% and 25% 
where they were above these levels.  
 
As import duties came down, Indian industry had to face increasing foreign competition which adversely affected 
the small scale industry. WTO Agreement on agriculture required developed countries to reduce their subsidies by 
20% in 6 years and developing countries by 13% in 10 years. India complied but developed countries such as USA 
tied to circumvent the requirement by providing ‘green box’ and ‘blue box’ subsidies to support their agriculture. 
Thus protection remained very high in developed countries through a variety of instruments like tariffs, quotas, 
export subsidies etc. The Doha Ministerial of 2001 forced the developed countries to consider issues of 
implementation before undertaking new issues.  
 
In the Geneva round of WTO in Cancun, India, along with G-20, voiced strong feeling in 2003 saying ‘The plight of 
farmers in developing countries is directly linked to the level and kind of subsidy extended to farmers in advanced 
countries’  The Cancun round ended in fiasco.  In Geneva meeting in 2004, efforts were made again to discuss 
concerns of developing countries. The 7th WTO Ministerial meeting was the first one after the global meltdown. It 
was held in Geneva in 2009.  
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The effect of India’s compliance with the WTO agreements and requirements was visible as can be seen in table 1 
above, in the growth rates of both imports and exports shooting rather high from 2002-03, always remaining in 
double-digits.  
4. Currency Depreciation 
As can be seen from table 1 above, India Rupee has steadily depreciated against the US Dollar from Rs 24.474 to Rs 
54.492 per $. Rupee depreciation has boosted exports by either raising the export-earning in Rupee-terms, or making 
Indian goods price-competitive in the world market. Thus the growth rate figures for Indian exports reflect the 
impact of local currency depreciation. It is interesting to know that Indian Rupee is on a ‘managed float’, so the 
exchange rates move according to the market forces of demand and supply for the currency, but time and again RBI 
intervenes in the forex market to maintain the exchange rate within a certain band. The cost of this intervention and 
even sterilised intervention is rather high. On the other hand, when Rupee depreciated, it made imports costly. So 
imports should have gone down. But this would happen for commodities whose demand is price-elastic.  
 
A major component in India’s imports of late has been crude oil and gold. Crude oil has a low price elasticity of 
demand, thus when Rupee depreciated, the only effect was that the import bill kept swelling as is evident in the table 
above. As for gold, when the price falls, people go on a buying spree, more from investment angle than for 
consumption purpose. Even if the price of gold rises, people still buy gold since the expected price rise raises the 
returns from holding gold. People, especially after the 2008 meltdown, have lost faith in other financial assets and 
wish to flock to gold. Thus gold too becomes low on price elasticity of demand and leads to a swelling import bill 
when Rupee depreciates. This too is a cause for the rising imports and the ballooning current account deficit.  
 
Chinese currency ‘Renminbi’ is in a fixed exchange rate regime and has been kept undervalued for export 
advantage, and that’s how Chinese goods are cheap and have captured the world market. Since India needs to 
compete with China in the world market, and it’s difficult to compete with an overvalued currency, the Indian Rupee 
too has been kept a bit undervalued vis-a-vis the PPP (Purchase Power Parity) levels. RBI has consciously allowed 
Rupee3 depreciation in the past. Recently when Rupee started sliding quite a bit, RBI expressed its inability to 
support it on concerns of our forex reserves which have already fallen from their high of $ 350 Bn to below $ 300 
Bn. In order to support Rupee, RBI would need to sell dollars from its forex reserves and buy Rupees in the open 
market. With domestic liquidity already tight, this intervention may not be desirable.  Thus the depreciating Rupee 
has raised the exports and ironically, also the import bill substantially over the years.  
5. Global Crisis 
Alan Greenspan, then US Fed Chairman, had cut Fed rates, the lending rate of the central bank of America, thereby 
creating ‘easy money’ and the liquidity overhang generated a ‘price bubble’ in property, especially real estate during 
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2004-06. Banks adopted bad banking practices, encouraged as they were by the American government which 
wanted every American to own a house, and unscrupulously gave loans to people who did not have repayment 
capacity, against mortgage whose valuation was high during the price bubble. These borrowers belong to the ‘sub-
prime category’. Since non repayment makes the balance sheets look bad, the banks who had given these loans, 
pooled them and sold the loans to hedge funds whose source of money was transnational HNI (High Net-worth 
Individuals). Two giant government agencies underwrote 80% of the loans. All seemed happy. But the party didn’t 
last long. In 2008 when Ben Bernanke started raising Fed rates, the asset price bubble burst and housing property 
prices crashed. Since the ‘sub-prime’ loans recovery could happen only by confiscating property and selling it, there 
was a cash-crunch created and gradually many heavyweights who had invested in these toxic assets got into trouble. 
The financial crisis adversely affected the American real economy which then went into severe recession, and there 
is still no respite from the problems. This gave a big setback to Indian exporters since America’s purchasing power 
went down, their saving rate also started rising which meant consumption rate went down. This adversely affected 
Indian export figures as is seen in table 2 below. 
 
After the birth of ‘Euro’, the common currency, the Euro zone countries started spending either for developmental 
purpose, or plain extravaganza. This raised their deficits year after year which they covered up by raising debt by 
swelling sovereign bonds mainly to the banks. Then came a time when their debt accumulated to levels around and 
even greater than 100 % of their GDPs around the turn of the decade. It became unsustainable and the bond’s value 
quickly started nose-diving till 40%, close to junk category. Fiscal austerity measures would have been apt at such a 
time, but the countries were also facing recession. Fiscal tightening would be the last thing to do to revive. The 
dilemma still exists and no clear-cut solution is in sight. Thus Europe, problem-ridden as it is, has also lost their 
appetite for imports from India. This also gets reflected in table 2 below.  
 
Table 2. India’s export-import region-wise and trade in services 
 
Sr 
No 
 2011-12 2012-13  
(Apr – Nov) 
1 Region-wise share of India’s exports USA 16.4 
Europe 19.0 
USA 19.4 
Europe 18.7 
2 India’s export-import ratio with major trading partners USA 1.42 
UAE 1.00 
USA 1.51 
UAE 0.92 
3 India’s export of services: growth rate based on $ values 14.2 4.3 
4 India’s import of services: growth rate based on $ values -2.9 10.3 
 
6. Conclusion 
India has had an increasing openness over the past 20 plus years as is evident from the export-import numbers. 
However, the trade balance has been negative. The Current Account Deficit is high and increasing which is a cause 
of concern. Among other things, it also puts depreciation pressure on the local currency which further widens the 
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CAD. This is a little vicious circle. India overcame the 1991 BoP crisis by undertaking major reforms. Now too 
India needs second generation reforms which include exploiting the knowledge-based global economy, growing 
Indian trans-national corporations, high growth in agriculture, empowering the poor, achieve better human 
development by focussing on education, cleaner environment and improvement in governance. Exports must receive 
a boost by not just currency depreciation, but also raising productivity and quality to international levels. Imports of 
gold may be reduced by offering an alternative financial asset to people which weighs better on the risk-return-
liquidity criteria. Import of oil may be reduced by freeing oil prices, thereby letting petrol, diesel and LPG prices 
rise, which will reduce their demand.  
 
Time has come to re-consider our old ‘inward-looking’ approach to economic development, which seeks more 
import-substitution rather than export-orientation envisaged by the ‘outward-looking’ approach. The latter became 
the source of success of the East Asian giants. But the way global crises have affected the world economies, the 
former approach is being prescribed again by some thinkers to reduce dependency on international trade.  Chinese 
economy suffered much more in the aftermath of the US sub-prime crisis than India. If we don’t want Indian 
population to be subjected to the fluctuations in the advance economies, we might need to become self-sufficient in 
many ways. If our dependence on imports and also exports gets reduced, India can generate incomes and 
employment especially to the masses at the bottom of the pyramid on the strength of its own demand. India can 
identify and develop its own ‘growth drivers’ which can be a separate research subject, rather than depending on the 
global growth engines. And economic development is a sure way towards socio-cultural development.  
Independence, rather than interdependence, may become the catch phrase of tomorrow 
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